3. Suppose the price elasticity of demand for heating oil is 0.2 in the short run and 0.7 in the long run.

a. If the price of heating oil rises from $1.80 to $2.20 per gallon, what happens to the quantity of
heating oil demanded in the short run? In the long run? (Use the midpoint method in your

calculations.)

b. Why might this elasticity depend on the time horizon?
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7. Suppose that your demand schedule for pizza is as follows:

Price Quantity Demanded Quantity Demanded
(income = $20,000) (income = $24,000)

$8 40 pizzas 50 pizzas
10 32 45
12 24 30
14 16 20
16 8 12

a. Use the midpoint method to calculate your price elasticity of demand as the price of pizza increases
from $8 to $10 if (i) your income is $20,000 and (ii) your income is $24,000.

b. Calculate your income elasticity of demand as your income increases from $20,000 to $24,000 if
(i) the price is $12 and (ii) the price is $16.

(Q,-4))
Midpoint elasticily = 7 - Lo } /-4
(2) point  elssticity ’ZD Q. 507; /
(R'Po) /AP
(PI*P")/Z
> () Income = $20,000
. . ’0_8
= When price incresses from 48 o $10 | price incresses by (ovs) - 0.2222 - 22227
g
82-40
> So, 0% changes from 40 b 82 Q° decreases by ﬁ -0.2209 = -20.027
5
There{ore, 7 /AR . 229 . -1 Cunit elastic) #
P Jop 22.92
»(2) income - $24 000
w _ 0-¢
= When price incresses from 48 o $10 | price incresses by (ovs) -« 0.2222 - 2222
g
45- 50
> So, 0% changes from 50 fo 45 QF decreases by iy © 01053 - 053 7
2
Thewore, 77 - 788 1053 . - 04130 Cinelastioo
0 —1953

J 0P 29.22



(b 7ZJ . ji(ii

> Income increases fom $20.000 to $24000 . 741

» m Pnce 419

d4ooo - 20000
H X

20000

30-24

> G ncresses fom 94 bogo . TAQL - =100 = 257

Therefore 7, c 1484 . 55

e 2o

(D) Pn’ce= $ b
wwv

= ad increases  from 3 to 2 . MQJ :

/. A1 20

Terclre, 77 = 7464 . 50

.95 (LUxurU goods ) 4

(2-8

xloo = bo /.
%

2.5 ( LUxurg goods ) 4

0 - 207.



